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Abstract 
The purpose of this study is to analyse the impact of policy interest rate decisions of the Central Bank on investment decisions of 
share investors who make investment within Istanbul Stock Exchange Market (ISE) in Turkey whether the ISE is an efficient 
market as of the monetary policy. These analyses were carried out by data composed of 88 observations covering 2002-2010 
period. Two variables are used in the scope of the analysis. The first variable is the policy interest rate applied by the Central 
Bank. And the second variable is the ISE National 100 index. Two separate impulse-response analyses were applied within the 
scope of the analysis.According to findings of both of the analyses which are obtained as a result of the study, it is seen that 
investors to not react to interest shock in the short term.  
Keywords: Interest rate, index, share investor, Istanbul stock exchange, impulse-response analysis 
1. Introduction 
Stock markets are one of the important elements of the financial system. These markets are always closely 
followed by investors and policy makers which bring together the sectors that supply and demand funds. In the 
securities markets in particular information is very important for investors. In case that one cannot make profit out 
of the information obtained in advance then it refers to that the market is not an effective market. In other words, the 
concept of active markets is a concept with regard to whether the asset prices contain all the market information. 
Fama (1970) describes the effective market where all of the available information are prices fully reflected to the 
market. In this case, information is becoming to be a very valuable asset in the inactive markets. Because in the 
markets that are not efficient it is possible to make a profit on the market by a pre-obtained information. Whereas 
this theory is valid in all of the markets (Karan, 2004), it is seen more often that academic literature has been tested 
more in stock markets. Lee (1997) describes the stock markets to be information-effective in terms of 
macroeconomic policies that the, policy or decisions are quickly reflected in stock prices at the time, as this 
information is announced to the public. 
There are many studies in the academic literature examining whether securities exchanges are information-
effective in terms of macroeconomic policies. Rozeff (1974) has identified that it cannot be made profit using the 
money supply data obtained from the past in the U.S. securities markets therefore it is information-effective in terms 
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of monetary policy. Laopodis (2009), has examined whether the stock market is effective in terms of fiscal policy 
and has concluded that the stock market is associated with the open budget in U.S. therefore stock the market is not 
and efficient market in terms of fiscal policy, whereas the stock market investors followed the news very closely in 
the monetary policy. Hancock (1989), in his study refers that the U.S. stock market is an efficient market in terms of 
monetary and fiscal policy. Darrat and Mukherjee (1986) found a significant relation between stock returns and the 
money supply in India and interpreted in the form that the stocks market was not information efficient in terms of 
money supply. Lee (1997) has determined that the capital markets are not information efficient markets both in 
terms of fiscal policy and monetary policy in the emerging markets such as Hong Kong, Singapore, South Korea and 
Taiwan, and has shown the relationship between stock and these policies prices in the long run. Perales and Robins 
(2012), in their study that they examined the relationship between the Mexican Stock Exchange and the real 
monetary and economic variables, they have concluded that there is Granger causality with the M1 size of money 
within the stock returns. Together with the studies conducted in the international arena on the efficient markets there 
are extensive studies conducted in Turkey on the effectiveness of the Istanbul stock exchange (ISE). Citak (2003), in 
his study, examined the relationship between stock prices in the ISE and the macroeconomic policies that in this 
regard whether the ISE is information-effectively in terms of macroeconomic policies testing with the Granger 
causality method which is one of the VAR models. As a result, determined that the ISE is information-effective in 
terms of monetary policy. In the study conducted by the Aktas et.al (2008) the effect of the monetary policy on the 
stock exchange market is examined between years 2004 and 2008. At the end of the study it is determined that the 
surprises of the monetary policy do not have a statistically significant effect on the stock exchange markets. Duran 
et al. (2010) have examined the impact of monetary policy, to the stock exchange markets in the period of 2005-
2009 with the method of Rigobon and Sack and have found a negative correlation with policy and stock indices 
although the indices within the ISE have different sensitivities to interest rate.  
The purpose of this study is to examine whether the monetary policy decisions have an effect on the investors of 
the Istanbul Stock Exchange, in other words whether the ISE is an efficient market as of the monetary policy. The 
period investigated the sample size and that the method is different differentiates this study from the similar ones.  
The rest of the study is planned as follows. First of all, the data set and method that is used in the study has been 
introduced under the data set and methodology header, analyses have been made and the findings have been put 
forth under the implementation and findings header. The findings are discussed in the conclusion. 
2. Data Set and Methodology 
Two fundamental variables are used in the scope of the analysis. The first variable is the lending interest rate that 
the Central Bank of Turkey (CBT) uses as the policy interest rate. The second variable is the ISE National 100 
Index. In the study analysis were realized on the totally 88 data concerning both of the variables in the scope of the 
period between 2002 and 2010. In the CBT the monetary policy interest rates are determined by the Monetary 
Policy Council (MPC). In the very beginning, the decisions taken in the council used to be announced to the public 
on the day of the meeting after the markets had been closed. This application had been continued up until the end of 
year 2010.  Starting with the year 2011, the decisions have been stared is announced while the markets are open. 
Therefore, this period has been examined in the study. In order to measure the response that the index will give to 
the interest rate announced by the Central Bank, both the index value (2nd session) at the end of the day that the 
interest rate is announced and the 1st session closing index value of the following day with interest rate variable have 
been included in the analysis separately. All the data have been obtained from the CBT Electronic Data Distribution 
System (http://evds.tcmb.gov.tr). The econometric analyses realized at the implementation stage have been realized 
by the Eviews 5 program. 
Before proceeding to the analysis process the natural logarithms of all the data is taken and it is investigated 
whether they are stable. The Testing of Stability has been carried out by the Augmented Dickey Fuller (ADF-1979) 
and Philips Perron (PP-1988) tests. When the initial differences of the data are taken which were determined to be 
not stationary in the stage, it is determined that the data belonging to the variables became stationary and so the 
analysis wee conducted. In the scope of the analysis, two separate impulse-response analysis have been realized. It is 
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examined the first analysis that the response of the ISE National 100 index against interest rate shocks; on the day of 
announcement of policy interest rates after the 2nd session of the Istanbul Stock Exchange and in the second 
analysis, on the other hand the response of the ISE National 100 index against interest rate shocks in 1st session of 
ISE realized in the days after the interest rates are announced. It is presumed that the closing values of the day bear 
the effects of the policy decision announced the previous day that is the one the decision of the MPC is announced. 
In this regard first of all for both of the analysis separate VAR model war obtained. During the stage of realizing the 
models the delay values are taken as 1 (one) in line with the Schwarz Information Criteria.  
3. Empirical Results 
3.1. Unit Root Test Results 
First of all it is tested whether the series of the variables are stable or not. Therefore, first of all it is examined 
whether the variables are stable in the level. In this regard both ADF and PP tests have been realized as of the 
models which are with constants and constant trend. PP test is a test having an attribute to support the ADF. The 
delay numbers are the values that are determined according to the Schwarz Information Criteria (SIC) which are 
applied for the realization of ADF unit root test. In the PP test not enough delayed dependent variables are included 
in the model in order to eliminate autocorrelation; the Newey-West method is used instead.  
Results of the unit root test applied to the variables are presented in Table 1-2. When the Table 1 is examined it is 
seen that all of the variables are non-stationary in the two separate models in ADF and PP tests and they have a unit 
root. As a result of the root tests realized if the variables are not stationary in their levels, it should be made 
stationary by taking the differences of them. 
 
Table 1. Unit root tests results (Level) 
 ADF PP Constant Constant and Trend Constant Constant and Trend 
Interest Rate 1.250 (0.998) [0] 
0.328 
(0.998) [0] 
0.695 
(0.991) [3] 
-0.401 
(0.986) [3] 
The Index Value  
(2nd Session) 
-142 
(0.606) [0] 
-2.010 
(0.587) [1] 
-1.438 
(0.559) [3] 
-1.729 
(0.729) [3] 
The Index Value  
(1st Session) 
-1.935 
(0.314) [1] 
-2.089 
(0.543) [1] 
-1.467 
(0.545) [2] 
-1.765 
(0.713) [3] 
Cv 1% -3.507 -4.068 -3.507 -4.066 
Cv 5% -2.895 -3.462 -2.895 -3.462 
  Cv 10% -2.584 -3.157 -2.584 -3.157 
  Cv: Critical value. [  ] lag lengths for models.  H0: Series is not stationary.  (ADF-PP) 
 
In this regard, in order to make the variables stationary by taking first differences, the I(1) ADF and PP unit root 
tests were repeated and the results are presented in Table 2. When the results of the ADF and PP unit root test is 
examined which is realized by taking the first-order difference of the series; although all the variables are not 
stationary in their own levels I (0) as the first differences I(1) is received it is observed that they have become stable. 
The findings obtained as a result of the ADF unit root test are also supported by test PP results.  
 
     Table 2. Unit root test results (First Differences) 
 ADF (1) PP (1) Constant Constant and Trend Constant Constant and Trend 
Interest Rate -7.250*** (0.000) [0] 
-7.337*** 
(0.000) [0] 
-7.239*** 
(0.000) [1] 
-7.352*** 
(0.000) [2] 
The Index Value  
(2nd Session) 
-7.777*** 
(0.000) [0] 
-7.787*** 
(0.000) [0] 
-7.800*** 
(0.000) [2] 
-7.803*** 
(0.000) [2] 
The Index Value  
(1st Session) 
-7.330*** 
(0.000) [0] 
-7.332*** 
(0.000) [0] 
-7.336*** 
(0.000) [1] 
-7.335*** 
(0.000) [1] 
Cv 1% -3.507 -4.068 -3.507 -4.066 
Cv 5% -2.895 -3.462 -2.895 -3.462 
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  Cv 10% -2.584 -3.157 -2.584 -3.157 
  MacKinnon (1996) one-sided p-values.  [  ] lag lengths for models.  H0: Series is not stationary.  (ADF-PP) 
  *,**,*** represent the statistical significance level of %10, 5% and 1% respectively.  Cv: Critical value. 
3.2.  Results of Impulse-Response Analysis 
Two impulse-response analyses have been applied in the study. First of all, against the shock realized in the 
monetary policy interest rate, it is examined how the ISE National 100 index responded at the closing of the 1st 
session after the day that the interest decision was announced and the results are presented in Figure 1 and Table 3. 
As shown in Figure 1 and Table 3, in the first day, the index responds to the monetary policy interest rate shocks 
even at least a bit negative of. However, this relationship is thought to be small enough to be neglected. This result 
may be interpreted as that the investors that operate in ISE are not affected by the monetary policy decisions that 
much and/or in the monetary policy decisions there are as small as a surprises to investors whereas no decision is 
taken that is far from the expected. 
 
Table 3: Response of index (1st session) to interest rate 
Period Interest Rate 
1 -0.0038 (0.0102) 
2 0.0018 (0.0103) 
3 0.0010 (0.0046) 
4 0.0003 (0.0014) 
5 0.0001 (0.0004) 
6 2.85-05 (0.0001) 
7 6.89E-06 (2.3E-05) 
8 1.55E-06 (4.7E-06) 
9 3.20E-07 (9.8E-07) 
10 5.97E-08 (2.5E-07) 
 
Figure 1. Response of index (1st session) to interest rate 
In order to better evaluate this result, a one more similar analysis is made. In this analysis, on the day that the 
policy interest rate decisions are announced the response of the index is desired to be seen against an emerging 
shock of the policy interest rate at the end of the 2nd session and the results are presented in Figure 2 and Table 4. 
Figure 2 is very similar to Figure 1. In Figure 2 and Table 4, it is seen very clearly that the reaction of the index is 
still negative to interest rate shocks that occurred and its size is too small enough to be neglected.  This result may 
be interpreted that the investors operating in ISE are not affected much by monetary policy decisions and in this 
sense ISE in the context of monetary policy can be said to be market effective. 
 
Table 4. Response of index (2nd session) to interest rate 
Period Index 
1 -0.0053 (0.0098) 
2 0.0041 (0.0099) 
3 0.0019 (0.0040) 
4 0.0005 (0.0011) 
5 0.0001 (0.0002) 
6 2.75E-05 (5.8E-05) 
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7 4.44E-06 (1.4E-05) 
8 4.64E-07 (3.8E-06) 
9 -2.65E-08 (1.1E-06) 
10 -3.28E-08 (2.9E-07) 
 
Figure 2. Response of index (2nd session) to interest rate 
4. Conclusions 
In this study, it is examined whether the monetary policy decisions have an effect on the investors of the Istanbul 
Stock Exchange, in other words whether the ISE is an efficient market as of the monetary policy. In this context, 
within the 2003-2010 period the response of ISE National 100 index is analyzed against the interest rates before and 
after the policy interest rates are announced. In the context of the study first of all, unit root tests are realized and 
then the impulse-response analysis is realized. After the realized analysis' the finding is obtained that the responses 
of the index has been negative against the shocks occur in the interest rates. However, the severity of the 
relationship can be said to be small enough to be neglected. The derived empirical findings can be interpreted as the 
stock investors in the investing in ISE are not affected from the interest decisions. In other words, it can be 
interpreted as the prices are adapted in advance and by the expectations therefore priced in expectations and thus 
ISE is market effective as of the monetary policy. These presented results can be expressed as consistent with the 
findings reached by the studies of Rozeff (1974), Hancock (1989), Perales and Robins (2012), Citak (2003) and 
Aktas et al. (2008). 
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